This paper reviews recent developments and progress in the restructuring of the Russian economy. Great emphasis is placed on industrial policy and creating the necessary legal and regulatory framework to enable the development of new enterprises, markets and the restructuring of existing state-owned enterprises.
Introduction
To date, large-scale changes in the structure of property have taken place in the Russian economy. The non-state sector has developed into the dominant sector: in 1991 its share of the GDP was 15% and in 1996 it had increased to 72%. There are now 124.6 thousand privatised companies in Russia, about 60% of the number of state companies present when privatisation began. On 1st of January 1997, about 1.7 million companies were privately owned, constituting 68% of the total number of privatised companies.
The volume of production of industrial goods and services has reduced. Stabilisation of the volumes and even insignificant increases are characteristic of electric power production, natural gas production, and the extraction of bauxite, zinc and copper. The situation is difficult in mechanical engineering, light industry and construction materials production. Thus, the curtailment of production in light industry constitutes 27%, in mechanical engineering 21%, in construction materials 25% and in science intensive products 30%. From the beginning of 1996, a gradual reduction of sale price for the products of ferrous and nonferrous metallurgy was observed, though the increase in disbursing prices for the products of such industries was bigger than the increase for the industry as a whole. Low demand and insufficient internal financial resources were characteristic of mechanical engineering companies. On the whole, in Russia, the percentage of enterprises that are unprofitable is 43% and in some separate branches 60-80%. Internal prices for the main types of fuel are 1.5-2 times higher then the world prices, prices for construction materials are 1.5 times higher than the world ones and prices for chemical feedstock are 1.5-3 times higher than the world prices. Bank interest rates are 5-6 times higher than in any developed country.
Investment into fixed capital lessened by 18%. Such reduction in investment is mainly due to the reduction of industrial construction. The share of such investments in the total amount decreased by 9% in comparison with 1991 and constituted 60% in 1996. Against the background of total investments in production, the investments into the fuel and energy complex are considerable (40%). About 80% of investments are financed from companies' and organisations' internal funds, attracted resources, loans, non-budgetary investment funds and the means of individual developers.
One of the peculiarities of the economic development in 1996 was that it was implemented not on inertia, as it was at the beginning of the reforms, but under the impact of such market incentives as solvent demand.
The most painful aspects of the market economy development in Russia at present are taxes, salaries, pensions and non-payments.
In 1996, the total amount of defaults on payments of the enterprises and companies was about 25% of the GDP in comparison with 15% in 1995. Every third enterprise uses barter operations for mutual payments. In some branches, metallurgy, for example, up to 80% of metal for the domestic market is sold not for money but through natural exchange with partners and supplies of coal, electricity and materials.
The total number of enterprises and organisations that have delayed salaries increased in 1996 by 1.4 times and reached 103.1 thousand. Total indebtedness in terms of salaries increased by 2.2 times during the year. In production branches it increased by 2.1 times and in social branches by 3.2 times. 20% of the total indebtedness amount is related to the lack of all types of budget financing. Delayed salaries due to the lack of internal funds of the enterprises and organisations increased by 2 times.
Instead of the forecast increase of budget revenues the reverse process took place. Budget revenue in addition to GDP was in 1996, in a Ministry of Finance estimate, 12.8% against 14-15% according to the programme and 14.2% in 1995. Tax collection reduced significantly, as well. By the middle of the year tax exemption exceeded 50% of the tax revenues.
Due to lack of resources the government was forced to increase its borrowings. More than 30 trillion roubles of net profit, i.e. after the deduction of the expenses on loans repayment, was attracted into the budget from the financial market. State loans are like a powerful financial pump, pumping over to the budget all cash flows. That is why the real sector remains not only without investment but without any resources for current payments (to the budget, banks, suppliers, personnel).
Due to the lack of resources, federal budget expenditures were cut and constituted 60% from the initial planning over 10 months. On the whole, the expenditures were 30% underfinanced.
Among those sectors whose allocations were cut, were investments, science, the industry and energy sector, health care, financial aid to the subjects of the Russian Federation. At the same time, planned expenditures for pension funds, the coal industry and agriculture were exceeded.
During 1992-1996 the government of the Russian Federation failed to pursue consistent and tough credit and monetary policies. Unsystematic crediting of industries, unjustified privileges and financial and credit aid to the regions was constant. Moreover, considerable sums were paid to the population as a purely populist measure. This resulted in a high inflation rate and the growth of consumer and wholesale prices.
By the end of 1996 the inflation rate considerably decreased. It was achieved through extreme financial measures of the government, including delayed wages to the budget sphere employees, delayed pensions, social benefits, reduction of budget programmes financing and considerable increase in borrowings both on the domestic and foreign capital markets.
To reach financial stability the government and the Central Bank of the Russian Federation continued in 1996 to toughen the credit policy. The main specific features in this field are the following: cessation of financing the budget deficit by the Central Bank and tough control over the credit mass producing an overall positive effect on the stabilisation of the rouble.
Moreover, it turned out to be impossible to divide financing of the state from financing of enterprises over the five years of the reforms. Enterprises and banks with very low efficiency continue to function under the state budget.
Recent economic trends
As shown in Table 1 , the volume of GDP that characterises the cost of goods and services produced in all branches of the economy and meant for end user, accumulation and net export decreased by 1996 by 41.5% in comparison with 1989. Over the period of 1991 -1994 decreased by 32% (annual average rate of decrease is 12%), over the period of 1994-1996 it decreased by 9.9% (annual average rate of decrease is 5%). By the end of 1996, GDP reduction constituted 6%. The situation is most difficult in the investment sector and in related branches of the economy.
Sharp price increases and their further stable growth devalued the savings of enterprises and organisations and it made even simple reproduction almost impossible. Both moral ageing and production facilities became more intense. The major part of the resources including depreciation fund was directed to the consumer needs.
As can be seen from the GDP structure given in Table 2 , the share of production declined and in 1996 constituted 39.9% of GDP. The greater part of goods was still produced by industry though their share in GDP decreased and by 1996 reached 24.4%. The output of these products in comparison with 1989 decreased by 11.5 times.
The share of services in GDP during 1989-1996 was growing. By 1996, it had reached 52.6% that is 22.6 times more than in 1989. The increase in the share of services took place against the background of the rapid decrease in the volume of production of goods and services and intensification of services price increase rates. In connection with the taxation reform of 1991-1992, the share of net taxes on products and import had lessened by the end of 1992 from 7.2% in 1989 to 1.8%. In 1994-1996 the share of net taxes in GDP increased up to the figures of 1989.
The recession in production that started in 1990 as is shown in Tables 1, 2 and 3 was at first of a structural character. It was mainly caused by the reduction of production in fuel and energy complexes and the beginning of conversion in the military-industrial complexes. But in 1992 the structural crises turned into general crisis. Financial difficulties due to payments crisis and lack of material resources for the enterprises and difficulties related to sales were the main factors in the decrease in industrial output.
According to expert estimates these three factors account for about 80% of the curtailment of production. Continuous payments crisis was constantly ranked first of the three factors. A considerable amount of defaults on payments is explained by insufficient internal financial resources and the untimely character of payments made by the companies-buyers for the products they buy. Thus for only 1993 the solvency of companies (the ratio of the available financial resources to the delayed payments to the suppliers) decreased from 79.3% to 50.7%.
A negative influence on the development of production was produced by the stable high status of monopolies in industry. According to the State Committee for Statistics information the situation is the following: 497 industrial enterprises were examined which are included in the republican part of the state Register of monopolies associations and enterprises which produce 20% of the total amount of products, and it appeared that the highest degree of monopolisation was in ferrous metallurgy where 27 enterprises (12% of the total number of the enterprises) produced almost half of the products of this branch; in mechanical engineering 335 enterprises (8 and 35%); in chemical and petrochemical 58 enterprises (12 and 33% respectively). Though much has been said about structural "perestroika" (restructuring), no real changes have occurred in the increase in the specific weight of branches of group "B". On the contrary, as can be seen from Table 4 starting from 1992 their specific weight reduced significantly. At the same time the share of extractive industries increased from 15.5% in 1989 to 24.6% in 1996. The following tendency has been observed over the last period: the recession in manufacturing industry was bigger than in extractive ones. Mostly it was due to the fact that the extractive industry was meant for export. Among manufacturing industries the change in the production structure is also explained by the growth of production for export. An increase in the export of industrial products has led to serious signs of stabilisation of production and its adaptation to the market conditions. At the same time, the recession in other industries specialising in the production of goods continues.
In almost all branches, the reduction of production of progressive types of products occurred at faster rates.
Starting from the end of 1993, the situation in material production changed. Namely, solvent demand for the products produced acquired primary importance. Excessive price increases limited the solvent demand for products. That is why a lot of companies had to cut their production since their warehouses were full of the finished products that could not be sold.
This process took place against the background of saturation of the market and the approach of domestic prices to the prices for imported goods of higher quality. It led to a situation where domestically produced goods were forced out of the domestic market. A lot of enterprises shut down, production decreased sharply and it led not as much to the reduction of the solvent demand as to the reduction in physical demand and to accelerated spreading of the recession over the technological chains. Against this background of recession in all industries and regions, the process of sharp decrease of investment activity is continuing (Table 5 ). It can be mainly explained by the refusal of the state to participate in investment programmes. Thus, if in 1992 the share of the state constituted 84% of all capital investments, in 1993 it was 60%. In this connection, the main changes in the structure of capital investment are associated with the increase in the share of enterprise resources which with time became the main source of financing and by 1995 the share of the enterprises resources in the structure of capital investment reached 62.5%.
The restructuring of the investment sphere took place along the following lines:
• capital investment became a paid and highly demanded reproducing type of resources in comparison with the situation when it was free of charge and was distributed in the centralized way;
• apart from the state, other big investors appeared that widely used loans for capital investment on a new organisational and technical basis;
• the main investment sources changed and shifted from the federal to the regional level and started being selective and used mainly to support developing and institutional structures;
• the size and the share of the resources sent to the military and industrial complexes reduced;
• investment into the consumer goods sector increased;
• construction in the non-productive sphere (cottages, garages, houses etc.) became more considerable in scale.
The total amount of investments in 1996 reduced by 18%. The federal investment programme of 1995 was only 63% financed that constituted 8.1 trillion roubles. As far as the subjects of the Russian Federation are concerned the federal investment programme was 56.6% financed.
Over 10 months of 1996, there were only 9.5 trillion roubles of state investment or only 28.5% of the annual programme; conversion of military industries was 4.8 % financed and investments meant for placement on a tender basis for implementation of commercial projects with very short pay-back period constituted only 5.2% of the annual plan. This situation destabilises the market of capital investment and leads to the loss of trust in the state by private investors.
Price liberalisation in 1992 when there was no market infrastructure, competition and when
Price liberalisation in 1992 when there was no market infrastructure, competition and when state monopolism was predominant led to their uncontrolled growth. In January 1992, consumer prices grew by 3.5 times and wholesale prices by 4.8 times (Table 6 ). This sharp price increase changed into a smoother one as a result of some rather tough measures. The financial situation in Russia in 1992-1996 was extremely unstable. In 1992 after the January price increase, state finances lost their balance. Enterprises under the influence of inflationary processes, and fearing losing the price race to other enterprises did not lower the in relation to GDP. The deficit was 48.0% covered under internal financing and 52.0% under foreign sources.
Over the period of 1992-1996 demographic situation in Russia deteriorated significantly.
Decline of the population was observed for the first time after the war-time (Table 7) .
The unstable situation in CIS countries due to ethnic difficulties, military clashes between the countries and inside them led to the appearance of refugees on the territory of the Russian Federation. According to Federal Migration Service of Russia the amount on immigrants over 1992-1996 constituted about 5 million people. Nevertheless even this factor has not reversed the negative tendency.
Over the period of 1992-1996, stable growth of unemployed population was observed in the major part of the Russian regions (Table 8 ). This process was accompanied by a considerable reduction in the demand for labour power. The well-being of the greater part of the population has declined. In spite of the nominal income growth the real salary decreased considerably. The structure of the expenditures of the population has changed. More than 78% of the earnings are used for payments for services while taxes constitute only about 7% and savings and purchase of hard currency constitute 15%.
The dynamic character of the foreign trade turnover of Russia is given in Table 8 . 
Measures of industrial policy
Economic reform has three stages: the destruction of the old economic system, macroeconomic stabilisation and economic growth. At the present time, Russia is on the threshold of the third stage: inflation rates dropped sharply down, by the industrial production recovery has not started, yet. The core of the Russian industrial policy is the survival of the most viable industries to provide for the future the conditions of the economic growth of the country, to prevent from catastrophic unemployment and to keep the technological culture and skilled labour force.
Policy on regulation of industry
The industrial policy in 1997-2000 should contribute to the changes of structural correlation in the real sector of economy along the following lines:
• improvement of organisational and managerial structure in the real sector of economy, increase in quality of management on all levels;
• improvement of the technological structure of material production on the basis of replacement of the antiquated technologies and fixed assets by the modern ones. This foresees the changes in the rates and proportions of investment process;
• the change of the structure of production that presupposes the increase of the share of products with high degree of labour and working invested in them;
• development of infrastructure including such important industries as communication and transport;
The main goal of industrial policy is to boost effectiveness and competitiveness of the Russian industry on both domestic and foreign markets and the transition into the recovery stage.
The priorities of industrial policy in 1997-2000 will be based on the following principles:
• acceleration of the involving of Russia into the existing system of the international division of labour by encouraging the industries and companies that produce and are able of producing competitive on the world market products;
• encouraging the industries and companies the operations of which lead to appearance on the market of absolutely new goods and services with the improved consumer and operational parameters which would allow to expand the existing positions on the market and to win the new ones;
• encouraging of conversion, curtailment of production, liquidation of enterprises in not perspective industries on the basis of state-wide, branch and regional programmes;
• incorporation of the state standards of the Russian Federation international standards;
• improvement of normative and legal basis of industrial policy;
• regulation of prices on the products produced by natural monopolies.
Sectoral assistance
Differentiation of industrial policy by sectors:
• Export branches of extractive industry (oil, gas, timber): orientation on their independent development on the basis of self-financing, attracting of strategic investors (home and foreign ones), establishing of stable legal and taxation conditions.
• Research and technological intensive industries: the area of direct state financing will be limited by priority projects that open foreign markets for Russian products, financing of patent activities, activities in giving standards and certificates to meant for export products, giving export credits guarantees, giving state orders for some separate R&D;
establishing preferences in the sphere of taxation and customs regulation.
• Industries that meet socially important requirements and are characterised by considerable technological lagging behind: protective import tariffs and certification of imported products, creating especially favourable conditions for foreign investments; consistent reduction of imported products that replace the products produced by these industries, conversion of the facilities; implementation of measures aimed at preventing social tension (moving and retraining of the redundant personnel, encouragement of the new jobs).
Equally with this, the following can form the basis for the Russian economy development and implementation of industrial policy:
• the population and the labour resources: qualified labour resources at relatively low cost of labour power;
• raw material basis: the structure of raw material basis is the following: 71% are gas, coal and oil; 15% non-ore resources; 13% ferrous, non-ferrous and rare metals;
• financial potential: high status of first of all non-state savings but additional financial loading related to the debt service;
• scientific and technical potential: development of fundamental science, achievements in biotechnology, laser engineering, genetic engineering etc., but in this case, effective mechanism of transformation R&D results into science intensive technologies is required.
However, relatively cheap raw materials and labour power are advantages with a low status.
Industrial policy of Russia should be oriented towards the support of technology intensive industries, which should form the advantages of high status for the Russian industry (unique products and technologies, high qualification of specialists, known trademark etc.)
Measures to support investments
As has already been said, considerable reduction of investment has been observed over the last period on both the federal programme and on the part of private investors. The problems in investment sector can be explained by the following:
• relatively high bank interest rate and high risks of capital investments and financing the current business of the companies, low profitability of the greater part of the companies and investment projects under the current taxation system;
• the lack of normal investment incentives in the form of flexible mechanism of cushioning fiscal instruments;
• underdevelopment of financial markets.
First of all it is tactics of overcoming the inflation by the government and the Central bank of Russia that gave negative effect on the situation with investments. The applied measures to overcome inflation (reduction of money in circulation, delayed salaries, issuing of state securities, promissory notes circulation and other money substitutes) lead to the situation when not only companies but banks, too, stay without enough monetary resources. New aims of industrial policy determined in the concept of the government programme for 1997-2000
required new approaches to investment process.
Within the framework of the Programme, the following aimed at investment boom provoking measures are foreseen for the period of 1998-2000:
• Increase in the volume of state investments and boosting their role in structural and investment policy of the state. The state investments by 2000 should be increased up to 3-3.5% from GDP in comparison with the present 2%.
• Improve the structure of state investment. The state investment should be directed apart from the usually unattractive for private investment sectors as infrastructure and social objects to support private investment in the form of share participation, privileged credits or government guarantees when highly effective investment projects are implemented.
• Distribute state investments in the production sector only on tender basis.
• Refuse from criteria based on industries selection and support of only commercially beneficial projects, choose and implement projects not by state departments but by private firms.
Two years ago, some of these measures were given the status of the element of the state investment policy, but in reality, however this approach has not been fully implemented.
Measures to support SMEs
At the present time, the central place in the state system of small business support is occupied by the system of programmes (federal, regional and local) aimed at integrated small business support and oriented at the changing of the condition of environment: economic, legal, institutional, informational, social and political conditions. Special attention is given to the support measures of the so-called "crisis" and "underdeveloped" regions of Russia. There has been outlined an approach that consists in the refusal from the principal of "total subsidising" and turning to priority (selective) stimulating of investment activity of some separate effective small companies and also the refusal from direct financing of some separate projects and establishing of system of privileged credits. It is foreseen to allocate much more financial means to the development of leasing if equipment for SB, to guarantee funds for credits (federal and regional guarantee funds), to insurance systems to insure risks involved in SB and to create favourable conditions to attract additional private investment into SM. The most important elements for new model of the state support of SB should be the following:
orientation of the measures at closer integration of SB into the system of inter-regional intersectoral economic relations, small and big business integration within the limits of production and innovation activities, high applicability of the state effort to stimulate self-organising of SB, differential approach to the federal support of regional programmes for the support of SB that should take into account the status of social and economic development and institutional readiness of the regions to carry out the outlined measures.
Competition policy
Competition is an extremely important factor for the normal development of any national economy. In Russia over the period of planned development, a rather specific structure of economy developed. At the beginning of market reforms it was foreseen that the market transformation of the Russian economy would sharpen the competition between companies and force the look for more effective managerial approaches, to low production costs and prices down. For the majority of industries, however, the concept of "self-arising competition" still remains a pure theory. Expectations came true only for those industries on the markets of which there are foreign goods.
Limitation of the competition is, first of all, due to a very high degree of the concentration of production and not sufficient development of wholesale system trade. More than three fourth of products (especially of production and technical purpose) are sold on the basis of direct agreements with enterprises. It leads to the formation of oligopoly markets when almost the whole volume of suppliers is provided by only a few companies. It refers to some types of chemical industry, many types of machines and equipment, steel smelting products. In the industries with low monopolisation status (for example, construction materials) there is another factor that limits the competition: it is high transportation costs, this factor explains the orientation of the consumers mainly on the local producers not depending on quality of their products. It is the territorial factor that limits the impact of foreign products of this type on the Russian market. Raw material and fuel and energy complex where natural monopolies predominate refers to the industries with traditionally low competition.
All this determined the following priorities related to demonopolisation for the period of 1997-1998:
• setting up of the system of effective state regulation of the natural monopolies operations;
• improvement of the price formation system in the sphere of natural monopolies;
• demonopolisation of industrial complexes;
• preventing from formation of new monopolistic structures in the process of privatisation and redistribution of property;
• lowering down and removal of economic and administrative barriers for the free movement of goods, services and capital on the Russian markets;
• lowering and removal of financial and economic, organisational and legal barriers for new competitive structures on the market.
At the same time, industrial policy of Russia should be oriented towards the increase in competition of the Russian companies. It is necessary to support based on high technologies industries which should form competitive advantages for the Russian industry. In this connection it is planned:
• to support industries which have the development elements;
• to invest state resources into infrastructure development;
• to keep the existing scientific and technical and human resources potential of the country.
Support for trade and foreign investment
By the present time, as a result of liberalisation of foreign trade operations, two negative tendencies appeared in this branch development:
• sharp reduction of export of finished products because of the traditional links destruction, not well enough thought state policy (the support first of all raw materials branches, lack of attention to manufacturing industries);
• increase in the volume of export of raw materials industry products.
It predetermined the transition to another concept of the foreign trade state regulation oriented towards the protection of national interests. A set of measures and methods of state regulation has been foreseen (customs duty and not related to customs tariffs):
• export-import quantitative limitation;
• export control;
• state monopoly for export and/or import of some types of products;
• protective measures related to the import of goods;
• prohibitions and/or restrictions of export and/or import proceeding from national interests;
• development of standards and requirements related to the imported goods;
• control over quality of the imported goods.
The inflow of foreign investment will be regulated proceeding from the accepted model of industrial policy, in other words, the investments should not be dangerous for the economic security of the country. There will be used privileges for separate industries (but not individual) during the process of foreign capital investment into the development of priority for the country industries. Thus, we speak about limited access for foreign investors on the Russian market and first of all with foreign investments and not finished products.
Regional aspects of support for industry
Over the reform, the difference between the regions according to the status of social and economic development increased significantly. That is why to equal the conditions of economic activities and to maximise the use of the natural and economic peculiarities of the region should become the basis for the strategy in this area. The following is considered to be the priority tasks for the regional policy:
• to make the regions more financially independent;
• to implement state policy of stimulating the development of the administrative areas as rayon and towns where there is significant scientific and technical and production potential and that can become the driving force for the economic growth of the subjects of the Russian Federation;
• to provide as necessary the areas with difficult economic conditions;
• to support the areas with ecologically hard situation, zones with difficult demographic problems, develop underdeveloped regions;
• to differentially approach the support of "strong" and "weak" regions;
• to form Russian-wide and regional markets considering the historical specialisation, to regulate on the state level transport tariffs.
Tax measures to support industry
Among the main problems of enterprises at present, there can be mentioned imperfect taxation system. In this connection, transition to absolutely new principles of taxation policy formation has been foreseen and made the basis of the "Taxation Code" which should be enforced in 1998. This Code is characterised by a more exact and differential considering of the income elements of both individuals and legal entities.
It is foreseen that it will be necessary
• to give up the individual tax privileges and practice when there are given tax delays;
• to set in order the volumes and procedures of fines for tax violations;
• to improve the mechanism of VAT calculation;
• to simplify the taxation system and to reduce the number of taxes and taxation burden.
Privatisation in Russia
In Western European countries, privatisation solves mainly three main objectives: it provides for the growth of the companies efficiency, attracts investments to develop production and forms competition. The process of privatisation in Russia had first of all not economic but political aims: to destroy the old system and to create new system of social and economic relations, to create a class of private owners to make the reforms irreversible. All this determined the character and the essence of the privatisation process. Four stages of privatisation may be singled out:
First stage 1989-1991. Preparatory stage
Objectives:
• to create absolutely new model of the functioning of enterprises and to develop the basis for entrepreneurs activities at the initial stage of privatisation;
Tasks:
• to develop new theoretical and methodological approach to the aspects of ownership;
• to determine general legal, economic and social basis for setting up of enterprises in the conditions of multiple forms of ownership;
• to develop the main privatisation principles for state and municipal enterprises.
Content:
• development of co-operatives, lease, entrepreneurs activities;
• to turn to new forms of ownership (state, private, municipal, property of public organisations)
• to develop the modes to carry privatisation out:
• to buy enterprises on tender basis;
• to buy enterprises at auctions;
• to buy open joint stock companies;
• to buy property of a company that is on rented;
• free of charge acquisition.
2nd stage 1992-1994: The stage of voucher privatisation
Objective:
• to implement the process of enterprises restructuring and reorganisation
Tasks:
• to develop and implement the privatisation programme;
• to introduce the system of vouches (privatisation cheques);
• to transform state enterprises into joint stock companies;
• to develop regulations on bankruptcy
Content
• to form organisational structure of the privatisation process management (state committee of the Russian Federation for the State Property Management, Russian Federal Fund for Federal Property, Russian Privatisation Center);
• to distribute and implement privatisation cheques (vouchers);
• to develop methodological materials for appraisal of the enterprises property cost;
• to develop the system of criteria of enterprises bankruptcy.
3rd stage 1995-1997: The stage of monetary privatisation
• to consistently conduct reforms of property
Tasks:
• to introduce the principle of the necessity to pay into privatisation model;
• to give investment orientation to the process of sales.
Content:
• to implement the principle of the necessity to pay according to the prices determined by the market (sales at monetary auctions, investment auction, specialized monetary auction, tenders);
• to give investment orientation to the process of sales (to give to the investor the possibility to purchase the controlling interest of the enterprise).
Privatisation rates differ very much by years: 1992-1994 there was an increase in privatisation • state property monopolism was undermined, the formation of based on different forms of ownership economy started;
• the infrastructure of the market economy started gradually developing, the process was especially intensive in financial and banking sphere;
• the appearance and development of a wide stratum of private owners and entrepreneurs who are oriented towards market relations.
About 60% of the enterprises became private, about 40 million people became shareholders.
Non-state sector of the economy produced in 1994 62% of GDP, 25% were produced by private companies. As a result this sector has become the predominant one in the economy.
The facts show that:
• "deeply" privatised enterprises (the state share is less than 25%) are more effective than the "medium" privatised companies, but both these forms are more effective than the state enterprises;
• the efficiency parameters of the enterprises privatised in 1993 are higher than the parameters of those one which were involved into this process later.
At the same time the implemented model did not provide for the growth of competition, efficiency of the enterprises operations. The real owner and entrepreneur able of participating in investment process has not been yet formed. Formal privatisation initiated destructive processes in the state sector and loss of keeping the situation under management control.
Privatisation rates lag behind the foreseen in the programme rates, the revenues from privatisation and sales of shares are significantly lower than the planned ones. The stumbling block for the effective privatisation is the unregulated issues related to the privatisation of land and real estate. The period of "mass" privatisation has been finished. In the next period, the privatisation policy will be based on three principles:
1. refusal from consideration of privatisation process mainly as the method to increase the budget revenues;
2. transition to privatisation according to "small" projects with the use of standard and individual methods of sales;
3. development of real estate privatisation including the land plots under privatised enterprises.
At the present time a set of laws is under preparation. These laws should make the privatisation process more civil. The laws are the following: Law on Leasing, Law on the Appraisal Activities, Law on the State Registration of Deals with Mortgage.
All these should help overcome negative phenomena by which the modern state of affairs in the process of privatisation is characterized.
• The privatisation process is not closely related to the processes of development of market mechanisms and institutions that contribute to effective functioning of non-state companies.
• The break between the formulated objectives and the obtained results increased.
• No reliable methods for the true appraisal of the privatised property was found and it led to its almost free of charge granting.
• The forms and methods in which privatisation was conducted were nor oriented to the great variety of concrete conditions in which the Russian economy functions.
• Financial resources outflow from the sphere of national production increased.
• Very low cost of assets dropped, speculative capital increased.
• Investment crisis became deeper.
• Obligations on investments are not fulfilled, even the State Committee for Investment does not try to overcome the situation.
• The balance of various population strata and groups, industries and regions is disturbed;
social differentiation in the society increased sharply.
• The used principles of voucher privatisation fixed the priority rights of labour teams and administration to buy up their companies. To create more favourable conditions for the increase of this process efficiency the following is necessary:
• stable and dynamically developing legal infrastructure within the limits of which modern corporate right is formed and securities market functioning is fixed;
• consistent development of the institutional infrastructure of the securities market;
• development of the relevant strategy that determines the role of the state and its responsibility for the normal functioning of the non-state sector of the economy.
Restructuring programmes
To date, about 60% of state enterprises have been privatised. In the opinion of some experts, it is necessary for Russia to leave about 20-25% of state property. Thus, the future privatisation volume constitute 15-29%, it means that the greater part of this process has been implemented, that is why at present we speak about the quality of the process and about its quantity. It is necessary to sell considering the market condition; a lot of objects meant for privatisation must at first be made "attractive" and only after that sell them. In other words, at first a different approach to privatisation process is needed and it can give more revenues and at all expenses. The issue related to state property management remains very important.
Privatised enterprises on average functioned 1.5 times better than similar not privatised enterprises. Nevertheless, as was said above, the state should have in centre of its attention all enterprises independently of their forms of ownership, determining the "rules" of the game for both types and thus contributing to the efficiency of economy as a whole, namely:
• to give support to all companies that have development elements;
• to keep the existing scientific and technical and labour resources potential of the country and of the educational system, as well;
• to invest state resources into infrastructure that cannot be done by private investors;
• to create favourable conditions for investment activity;
• to initiate and support contract and payments discipline without which any production and sales become senseless.
The industrial policy will be effective if the state carries out activities along two lines:
1. to use the methods of direct state influence on the market subjects in the form of state order, direct subsided. privileged financing, custom privileges. 
Measures to support training and retraining of workers to promote labour mobility
The crisis phenomena due to restructuring are not accompanied by the mass redundancy of workers and stable unemployment (in 1986 only 8% of the workers were made redundant due to reduction of personnel number of the enterprise and 64% made redundant themselves).
Equally with this concealed unemployment developed and it influences the efficiency of production and the level of labour productivity. At the present time, the potential unemployment level considering its concealed form constitute 13-17% of the economically active population.
The main aim of the state policy consists in the assistance to overall and productive employment by providing professional retraining of the redundant workers, holding long-term unemployment down, increasing the efficiency of the state employment agencies and other measures aimed at social protection of the population on the labour market. Federal, regional and local programmes are the form of the state employment policy implementation. The existing programmes, however, are not very effective and one of the reasons is the absence of quantitative and qualitative condition of new and additional jobs. Federal programmes, as a rule, contain a regional aspect, but in regional employment programmes there is no single mentioning of the federal and other regional programmes to say nothing about reflecting of the indicators of jobs movement. It hampers normal labour market development. The lack of the developed housing market, problems related to the necessity to move from on region to another also hampers the solution of employment problems. Labour migration is still difficult and its mobility is very low.
In spite of the increase in unemployment due to objective factors and insufficient flexibility of the formed labour market, the requirements in labour power at some enterprises cannot be satisfied under local labour resources. At the present time, there is a demand for workers of different specialisation. As far as the territorial distribution of jobs is concerned, more than 
Restructuring and regulation
As it is known, the restructuring of an organisation means the changes in production, structure of capital, ownership which are not part of the daily business cycle of the company.
Restructuring can have the following aims:
• increase in the cost of organisation for the owners;
• increase in the efficiency of production;
• utilisation of the possibilities of debt financing;
• change in the way the assets are used;
• change in the corporate control.
Under Russian conditions the restructuring of "sick" companies acquires great significance.
This type of restructuring is concentrated on the reorganisation on insolvent companies with the aim of bringing them back to the condition of a well-functioning company.
A "sick" company can be defined as:
• a company that cannot fulfil its obligations;
• a company the total liabilities of which exceed the cost of all its assets.
In such cases, the restructuring can be the only way to avoid bankruptcy and liquidation of the company.
At the present time many Russian enterprises are forced to solve all their problems simultaneously. That is why many of them have choose the difficult way of restructuring. As it is well known it is easier to prevent the problem from appearing rather than when the problem appeared and the company "fell ill". That is why for many Russian companies that so far have been functioning more or less normally the question of restructuring arises in connection with the attempt to provide for their success in the future.
As practice shows the state plays and active role in the changing of control over management in "sick" companies. In this way the state exercises its regulating function.
During restructuring of an enterprise the following main problems usually arise:
• the problem of ownership (the degree of freedom in management, conditions for transfer of capital to subsidiaries), finding of an optimal ratio between the participation in the capital of the set up firms of the state enterprise, the owner of the being restructured capital, and its new owners;
• the determination of the effective form of economic interrelations between the main company and its subsidiaries;
• the analysis of the possibilities for development and disclosing of the factors that hamper the economic and legal environment and forecasting its changes;
• reaching of the definite degree of autonomous character of subsidiaries;
• increasing the motivation of the managers, involving them into the participation in the capital of the new companies.
In the past at the majority of Russian enterprises, the production process was not sufficiently market oriented. The greater part of the products produced did not meet the consumers demands to quality. Moreover, at the majority of Russian enterprises, the administration did not have the slightest idea of what marketing was about. At the period of the transition to market economy they turned out to be unprepared to worn under new conditions. A lot of new problems arose for the enterprises managers:
• it was necessary to establish new divisions at their enterprises which should deal with sales and marketing only, and which should approach their work with customers in an absolutely new way and look for new markets;
• there was a lack of financial resources caused by both the general unfavourable conditions for the enterprise business (for example, shortcomings of taxation legislation) and by not enough professional financial management at the enterprise;
• it was necessary to reorganise production process, to reduce the time for the working of products, to provide for normal schedule of supplies for production process, to provide for control over the products quality at all stages of working;
• it was necessary to restructure the organisational structure, management system, to change the methods of working with the personnel.
After privatisation a lot of enterprises found themselves in a situation from which there was only one way out-to restructure.
In this situation the main problem with which enterprises face in the restructuring process is the necessity to reduce the number of personnel, on the one hand, and on the other hand there was shortage of well trained managers. Common for all Russian enterprises non-payments problem hampers successful restructuring. The state policy related to Russian industrial enterprises is more a negative factor than a positive one.
At Under the crisis conditions of the national economy these enterprises are characterised by especially deep recession. They to a great extent are forced to spend their production capital for every day needs to keep the personnel (to be more exact, to minimise losses of the personnel since to avoid it is impossible to avoid the losses). Such enterprises are oriented towards inflationary profit as a means of coverage of excessive expenditures and at attracting borrowed capital (including the way of non-payments). The second type is characterised by dominating of financial capital over the production and human factor. In reality the border between the traditional and financial motives is transparent. The mixed type is predominant:
the aim of the management both the old and the new type is survival and development. The only thing that changed is the approach to achieving aims and the accents in the formulation of the aim: the value of financial capital increased significantly, the necessity to sacrifice some social aspects and employment, insolvent counteragents in inter-company relations became obvious. The turning of the enterprises into firms and directors into managers is related to the changing of the objectives (from "traditional" to "financial"). The situation at privatised enterprises is characterised by the dominating of insiders, their considerable differentiation related to the consolidation of control inside managers teams (by means of making the portfolio of shares bigger) and by the change of priorities in the conduct of managers and by the bigger abyss between the interests of managers and workers.
At state enterprises the control of the state is formal and is taken by the directors of such companies as a "cushion" that compensates for the inability of this enterprise to survive in the market conditions. Apart from the problem of keeping of an enterprise as a single whole there is one more argument against privatisation, namely: the director of a state enterprise has more freedom in decision taking in comparison with the manager of a privatised enterprise. The A number of enterprises that are on the verge of bankruptcy and which compensate the shortage of current assets by non-payments nevertheless start the renewal of their products and even development of new perspective models. Almost all enterprises were forced to reduce employment. At the same time, equally with stabilisation of production, production culture degradation and lowering of the products quality takes place. Such situation is due to the fact that the enterprises are forced to buy cheaper and low quality raw materials and to the decline in the production discipline because of the constant shutdowns, depreciation of equipment and worsening of the workers skills quality. Nevertheless, at some enterprises there started appearing some positive trends related to the management paying more attention to the strengthening of production discipline and restoration of production culture.
The main obstacles for the active survival model or the development strategy are the following: shortage of own current assets and the impossibility to cover it by bank loans and almost total shortage of internal funds for long-term investments. Even if enterprise partial revamp is carried it is done to the detriment of its current financial situation that leads to debts. Only about 10% of the total number of enterprises use the support of foreign investors.
The aim of the survival strategy is usually the desire to keep the image of the company, the main specialisation of production, the core labour team and managerial structure. Direct minimisation of profit or revenue, is as a rule, considered as not an objective but the means to achieve main tasks. To keep the enterprise, its specialisation, the managers of some enterprises are ready to partially curtail the production of their own models and to turn to the assembling foreign ones. So far we have spoken about the protectionism only in relation to extracting industries. The whole economic system contributed to the smooth functioning of export-oriented extractive industries. The proclaimed at present war against natural monopolies (by "natural monopolies" such situation is understood when in any sphere of activity one producer is more profitable than several and when competition increases costs, in other words, it is gas transportation, power supply, railroads, postal services) can only aggravate the situation in such industries. Natural monopolies management system demonopolisation should take place.
It will imply that passenger transportation and freight traffic should be separated because up to the present moment passenger transportation was financially supported under the increase of freight cargo traffic tariffs that there will be price differentiation in extractive industries. It is planned that extractive enterprises will be in free competition with each other and the state will keep their activities under control. The government is going to lower the natural monopolies tariffs down, but not by freezing of lowering prices down (since to subsidies to cover the difference will be taken from the federal budget), but by creating competition within separate industries to prevent from the situation when prices are dictated not by producers but by the real demand on the market. For example, RAO UES (monopolist in electric power sector) does not give the opportunity to nuclear, hydroelectric and cogeneration plants to compete on the market. Those stations are in the privileged situation which bring big profits to monopolists: the capacity of expensive stations operating on expensive fuel oil are overloaded, and the cheap stations (hydroelectric power stations) capacities are underloaded.
The government is going to keep the monopolists under their control (RAO UES, Gazprom and other) since the tariffs are fixed considering their costs. As a result they hope to receive rapid economic effect (3-4% of GDP) and to increase the competitiveness of the domestically produced products by lowering their production cost down (transportation costs, energy resources). State measures to regulate monopolists product prices will include the following: direct state price formation, fixing of a "corridor" for price fluctuations, reconsidering of some types of products price formation principles (two different tariffs for electric power: one for the population and the other for enterprises), correlation of products prices with the possible restructuring of the enterprises debts).
Summary and conclusions
There are three stages of the reforming of the economy: the destruction of the old economic system, macroeconomic stabilisation and economic growth. At the present time, Russia is a on the threshold of the third stage: inflation rate fell sharply, but the recovery of production
has not yet started.
The present situation in the Russian economy can be characterized by both negative and positive tendencies:
• large-scale changes in the transformation of ownership structure;
• lowering down of GDP reduction rates;
• lessening of the volume of industrial production of goods and services;
• decrease in investments in the fixed assets;
• consumer market stabilisation;
• increase in foreign trade turnover;
• lowering down of inflation rates;
• slowing down of price increase;
• increase in defaults on payments of enterprises in industry, construction, transport and agriculture;
• mainly barter operation used in mutual payments between enterprises;
• non-payments crisis;
• increase in delayed wages and pensions;
• reduction of the budget revenues;
• decrease in the tax collection into the budget in comparison with the forecast;
• the growth of state borrowings;
• the reduction of federal budget expenditures in comparison with the planned amount;
• lowering down of the general amount of investment;
• privatisation rates slowing down.
In such conditions the issue of new priorities for the state industrial policy development acquired paramount importance. The core of the industrial policy of Russia is the rescue of the most viable industries to provide for the future conditions of the country economic growth, to prevent from catastrophic unemployment, to keep technological culture and skilled personnel.
The industrial policy in 1997-2000 should contribute to the changes in structural ratio in the real economic sector along the following lines:
• development of infrastructure including such important industries as communication and transport.
• accelerated involvement of Russia into the existing system of the international division of labour by encouraging the industries and companies that produce and are able of producing competitive on the world market products;
• encouraging industry and company operations which lead to appearance on the market of absolutely new goods and services with improved consumer and operational parameters which would allow to expand the existing positions on the market and to win the new ones;
Industrial policy will differentiate in accordance with industries:
• Export branches of extractive industry (oil, gas, timber) : orientation on their independent development on the basis of self-financing, attracting of strategic investors (home and foreign ones), establishing of stable legal and taxation conditions.
• Research and technological intensive industries: the area of direct state financing will be limited by priority projects that open foreign markets for Russian products, financing of patent activities, activities in giving standards and certificates to meant for export products, giving export credits guarantees, giving state orders for some separate R&D; establishing preferences in the sphere of taxation and customs regulation.
• Industries that meet socially important requirements and are characterized by considerable technological lagging behind: protective import tariffs and certification of imported products, creating especially favourable conditions for foreign investments;
consistent reduction of imported products that replace the products produced by these industries, conversion of the facilities; implementation of measures aimed at preventing social tension (moving and retraining of the redundant personnel, encouragement of the new jobs).
However, in the process economic restructuring there appear a number of problems caused by the negative influence of the three main factors:
1. transformation of inflation into non-payments crisis and appearance of the notion of constant debt in the economy;
2. destruction of the mechanism providing the interests of owners and not controlled conduct of managers; 3. extremely slow internal restructuring of enterprises.
The primary financial improvement of a number of enterprises and the conditions for the appearance of anew generation of managers interested in the enterprise effective functioning contributes to the real restructuring of the enterprises business. But for this purpose it is necessary to finalise the process of freeing enterprises from not typical for them functions:
• introduction the state financing (privileges in taxation) of expenditures incurred in mobilisation capacities keeping;
• the transfer of social infrastructure objects to the balance of the local administration;
• lifting of any limitations on sale and /or changing of specialisation of social infrastructure objects that are on the enterprise balance.
Moreover, internal reorganisation of an enterprise itself is required:
• change of organisational structure;
• development of new range of goods;
• development of detail marketing programmes;
• development of modern financial management;
• creating of sales network.
However, there are some circumstances that hamper this process:
• shortage of current assets;
• absence of normal system of commercial loans;
• shortages of the existing accounting system;
• negative trends in macroeconomic sphere;
• some problems in the legal environment of enterprises business.
Thus, at the present time the most important thing is to make the activities related to enterprises restructuring more active and it is vital for both enterprises and the state. It is necessary to provide for mass restructuring of enterprises and transition to new competitive strategies and it will require two groups of measures:
• aimed at the changes in macroeconomic and legal spheres;
• aimed at the primary improvement of the enterprises financial situation.
